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Ecuador's economy minister resigned because of objections to International Monetary Fund (IMF)
requirements for the next disbursement of a loan package. Rejecting the proposal of President
Gustavo Noboa, Congress has cut the share of oil revenues that goes to the military. And the
Tribunal Constitutional (TC) has ruled against several sections of a controversial privatization law.

Economy minister resigns in dispute with IMF
After dollarizing its economy, Ecuador signed an agreement with the IMF in April to access US$300
million in credit (see NotiSur, 2000-04-28). In recent weeks, the IMF has criticized the government's
failure to implement reforms that include hiking taxes, lifting the ceiling on interest rates, and
reducing fuel subsidies. The government also agreed to maintain the budget deficit below 4% of
GDP for this year.
Economy and Finance Minister Luis Yturralde resigned Dec. 15. Press reports had circulated for two
weeks that the minister was on his way out because of his disagreement with the IMF. Yturralde, in
office since June, had opposed the IMF's push for a raise in the value-added tax (impuesto al valor
agregado, IVA) to 15% from 12%.
The IMF says the increase is needed to guarantee adequate government revenue should the price
of crude, Ecuador's leading export, fall. Yturralde said the move was unwise, given the state of the
economy, which is only beginning to recover from a long and deep recession. He said it would
increase inflation and dampen investment. The inflation rate still tops 100%, making Yturralde and
others reluctant to adopt more belt-tightening measures.
Yturralde's resignation came at the end of a week of talks with John Thornton, head of the IMF
mission, regarding the third disbursement, US$42 million, of the US$304 million credit package. On
Nov. 16, Vice President Pedro Pinto confirmed that the IMF had suspended indefinitely release of
the third installment.
"I don't think this will throw the government into crisis, because it was evident that there were
discrepancies between the economy minister and the government," said Diego Rosero, economic
analyst at the Quito consulting firm Pacificdata.
Ministry spokesperson Cesar Gutierrez said a tax reform bill that includes a 14% increase in the IVA
is ready to go to Congress in January with Yturralde's signature. "It will be sent with [an increase of]
14%," Gutierrez said. "Neither the minister's 13%, nor Thornton's 15%. What will be sent is what the
president says." The president named chief debt negotiator Jorge Gallardo to replace Yturralde.
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Congress cuts military share of oil revenues
Since 1970, the military has received 50% of oil revenues, but that provision expires Dec. 31. Noboa
wanted Congress to approve the 50% level in perpetuity. Ecuador earned US$968.9 million in 1999
from the sale of crude and derivatives, according to the Banco Central. Congress balked, approving
the allocation of 45% of oil earnings for the next year. At the end of 2001, military spending would
be included in the general budget, providing more transparency in military spending. Noboa sent
the bill back to Congress with a compromise request for 50% for five years the projected duration of
Plan Colombia.
Noboa says increased defense spending is needed because of the expected fallout from Plan
Colombia the US- backed plan to combat drug trafficking in the region through US$1.3 billion in
mostly military aid (see NotiSur, 2000-10- 27). Thousands of campesinos have already fled from
southern Colombia to Ecuador.
ut on Dec. 12, Congress passed the bill it had approved in November. Their bill banned use of any
money for arms purchases or activities related to Plan Colombia. The remaining 55% of oil revenues
was earmarked for health, education, housing, universities, and firefighting. Defense Minister Hugo
Unda said the cut was "a slap in the face" of the military and would affect both internal and external
security. Unda also said the military is still in debt from the 1995 border conflict with Peru.

Bank scandal still taking a toll
The IMF has also been unhappy at the government's delay in adopting measures to shore up the
banking sector, still feeling the effect of a crisis that hit last year. Bank superintendent Juan Falconi
was fired by Congress on Nov. 10 following passage of a censure motion for "irregular practices,"
including illegal enrichment, influence peddling, and conflict of interest. The censure motion was
introduced by Deputy Fernando Rosero of the Partido Roldosista Ecuatoriano (PRE). The PRE had
the support of the Partido Social Cristiano (PSC), the Movimiento Pachacutik (MP), the Movimiento
Popular Democratico (MPD), and the Movimiento de Integracion Nacional (MIN).
Opposing the measure were deputies from the Izquierda Democratica (ID), while deputies from
the Democracia Popular (DP) and the Partido Conservador (PC) abstained. Legislators called for
lifting banking-secrecy protection so the public might know who benefitted from the actions of the
"corrupt bankers."
Estimates put losses from the banking scandal at US$3 billion, a significant factor in the present
economic crisis (see NotiSur, 1999-10-01). Falconi says he has been made the scapegoat and blamed
the crisis on bankers Roberto and William Isaias (Filanbanco), Nicolas Landes (Banco Popular), and
Alejandro Penafiel (Banco de Prestamos), among others.
The Corte Suprema de Justicia (CSJ) and the Comision Civica contra la Corrupcion (CCC) are
investigating the bankers involved in the scandal. Noboa sent a bill to Congress Nov. 23 that would
set aside US$40 million to cover foreign bank debt assumed during the past two years as nearly half
the nation's private banks collapsed.
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The state Agencia de Garantia de Deposito (AGD) has assumed the debts of 15 of the nation's 35
private banks that closed because of a lack of liquidity and management irregularities. Currently,
the AGD owes about US$230 million in foreign trade credits to international banks, of which US
$65 million has been restructured. A US$34 million payment is due in December. Noboa's "law to
restore deposits and strengthen the financial system" would also allow the economy and finance
minister to transfer US$155 million to the AGD to return funds to depositors whose accounts have
remained frozen since December 1998.
Depositors would receive up to US$7,000 in cash; government bonds would cover the difference.
The bill includes US$70 million to support a liquidity fund to prevent a future financial crisis. The
liquidity fund is another IMF requirement for the disbursement of the US$40 million. Congress
has 30 days to act on the bill. Opposition deputies have said it is another measure that favors the
bankers at the expense of the taxpayers.

Court rules on Trole II
On Dec. 12, the Tribunal Constitucional (TC) ruled that the privatization law (Promocion de
Inversiones y Participacion Ciudadana, Trole II) was partially unconstitutional. The Ecuadoran
Indian Confederation asked the TC to review the privatization law. Trole II took effect automatically
in August after Congress failed to act because of a political conflict about who would assume the
presidency of the unicameral legislature.
The president said Trole II is critical to luring new investors and would allow private companies
to buy 51% of state electric-company shares and form joint ventures with state oil company
Petroecuador, the government's biggest source of income. It would also reform labor, banking, and
tax regulations (see NotiSur, 2000-08-11). The TC objected to joint ventures between private and
state oil companies. It also declared unconstitutional the sale of beaches and bays to the private
sector. "It's a boycott against national development," Noboa said. "The lack of legal security has
caused concern in the international arena." [Source: Notimex, 11/14-16/00, 11/19/00, 11/24/00,
12/11/00; Spanish news service EFE, 11/09/00 11/10/00, 11/12/00, 11/23/00, 12/12/00; CNN, 11/21/00,
12/13/00; The Miami Herald, 11/07/00, 12/14/00; Inter Press Service, 12/14/00; Reuters, 11/23/00,
12/08/00, 12/13/00, 12/15/00, 12/18/00]
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